SCHOOL FOOD PURCHASE STUDY
FINAL REPORYT

The producer price index for all fintshed consumer foods in SY 1996/97 was 28.3 percent above
the level in SY 1984/85. Among the major food categories, producer price indexes in SY
1996/97 exceeded their SY 1984/8S levels by more than the average amount for: cercals and
bakery products, pork, frozen fish and scafood, fluid milk, processed eggs, and canned specialty
foods. Since these foods had become more expensive relative to other major food categories,

some negative impact on rates of utilization due to price might have resulted.

Prices of fruits, vegetables, beef, and poultry were up less than the average of all foods in SY
1996797 compared to SY 1984/85. An opposite effect could therefore have occurred regarding
these foods. That s, their lower prices relative to other foods might have contributed to higher

rates of use than would otherwise have occurred.
B. The Policy Setting

As noted above, at least two policy measures in SY 1996/97 potentially affected school food
procurement. One of these measures, the Commodity Donation Program, is an on-going program
that has a direct and clearly defined effect on the types and quantities of food acquired by ST'As.
Since this program was in place at the ume of the earlier study too, its impact on school food
procurcment was considered then too. The other element of the policy setting in SY 1996/97 that
petentially affected procurement practices was the School Meals Initiative (SMI) and the
collective actions that were being taken to implement it. This was the first school vear in which
school districts participating in the NSLP were required, unless granted a waiver by therr State
Agency, to have adopted one of four alternative approaches to menu planning and te have served
meals that met the Dictary Guidelines for Americans. We examine actions taken through the
Commodity Donation Program first. followed by a brief discussion of pessible implications of

the implementation of the SM1L
1. The Commodity Donation Program, SY 1996/97

l'he Commaodity Donation Program plays a significant role in school feeding programs. In
1984/85. foods donated under this program accounted for approximately 30 percent of the value
ol total school food acquisitions.” Funding for the program is down from the levels of the 1980,

though 1t continues to play an important role.

! I'his estimate 1s based on donated food: valued at commereial prices
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The commodities distributed through the Commodity Donation Program are divided into two
major categories: (1) entitlement commodities and (2) bonus commodities. Entitlement
commodities are made available to SFAs on the basis of the number of reimbursable lunches they
serve. All participating school districts are entitled to these foods. Bonus commodities are made
available to participating school districts on the basis of availability and in quantities that districts
can effectively use without waste. Bonus commodities have traditionally been foods that were
in a state of major over-supply. Prior to the 1990s, government-owned dairy products acquired
under the price support program often accounted for a large share of the bonus commodities.

Trends in the overall size of commodity donations made through school food programs are shown
in Table IV-2. While the overall (current) dollar value of the program is somewhat lower than
it was for most of the 1980s, the bonus component is sharply lower, having fallen to only $19.0
million in SY 1996/97.

Table IV-2: Commodity Donations Through
School Food Programs, FY 1980 - FY 1997

Fiscal year Entitlement Bonus Total
million dollars.
1980 765.5 139.0 904.5
1981 578.9 316.3 895.2
1982 426.2 330.8 757.0
1983 426.8 3741 800.9
1984 440.5 386.9 827.4
1985 456.0 345.2 801.3
1986 4457 376.2 8219
1987 448.5 439.6 888.2
1988 466.3 3474 813.7
1989 471.4 2925 763.9
1990 465.9 153.8 619.7
1991 590.1 109.1 699.3
1992 583.4 1239 707.2
1993 579.8 90.7 6704
1994 629.2 96.1 725.3
1995 611.8 818 693.6
1996 647.2 458 693.0
1997 591.1 28.8 619.9
SY 1996/97 623.2 19.0 642.2

Sources: USDA, FNS, Annual Historical Review, Fiscal Year 1995, June 1997 and
unpublished updates from the FNS National Data Bank.
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Since foods distributed through the Commodity Donation Program are generally those that are
available in the most abundant supply in the market, commodity donations tend to reinforce the
behavior that would be expected in response to lower prices. That is, when supplies are large and
prices low, there is an economic incentive for SFAs to substitute these same lower-priced foods
for other relatively higher-priced foods, when it is feasible to do so. However, these
circumstances also lead to greater purchases by USDA for purpose of donation. In this way,

USDA’s actions tend to reinforce the expected market reaction to lower prices.

The principal reason for taking a close look at the level and mix of foods donated by USDA in
SY 1996/97 is to determine their possible influence on study findings relative to the procurement
of individual foods. As indicated above, two commodities that were under price pressure in
1996/97 were potatoes and turkey. Not surprisingly, both of these commodities were donated in
significant volume that year. Of all commodities donated, turkey accounted for 9.7 percent of
the total valuc of donations and potatoes for 2.8 percent of total value. Collectively, they

accounted for 14.1 percent of the total number of pounds of donated commodities.

As 11 most years, beef products accounted for the largest single share of commodity donations
in SY 1996/97, whether measured in terms of dollar value or pounds. Beef, mostly in the form
of frozen ground beef, accounted for 17.3 percent of the total quantity of commodity donations
(including bonus commodities) and 24.9 percent of total dollars. While most fruits were m
relatively short supply during the year, apples were an exception with a fall 1996 crop
comparable to the year before. Thus, USDA donated a relatively large volume of apple products,

mcluding over 11 million pounds of fresh apples.

I SY 1996/97, the USDA was in the third year ot a pilot project under which the Department of
Defense (DOD) makes available its system for buying fresh produce for military installations to
school districts in certain states. Eleven states were participating in the project at the time of this
study. Orders are placed with DOD field offices, either directly by the participating school
districts or indirectly through their State Distributing Agencies. School districts can assign a
portion of their entitlement funds for this purpose. Participating states arc also authorized to
devote funds apportioned to them under Sections 4 and 11 of the National School Lunch Act, as
amended, for this purposc.
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2. Comparison of Commodity Donations, SYs 1984/85 and 1996/97

As noted above, funding for the Commodity Donation Program has been declining in recent
years. This is reflected in overall donations in SY 1996/97 that were 23 percent lower in dollar
value and 22 percent lower in weight than those provided schools in 1984/85. Given that public
school enrollment has risen 16.7 percent and the number of NSLP lunches served has risen by
13.3 percent over this period, in a relative sense the per unit level of assistance has fallen even
more. Relative to the number of reimbursable meals served, the quantity of commodity donations
was down 31 percent between the two periods.

The quantity of individual commodities delivered to child nutrition programs in the two years is
compared in Table IV-3. Beyond the reduced volume of donations in SY 1996/97, there are
several other features of the comparison worth noting, including the following.

. A much broader array of products is represented in SY 1996/97 than in the
former period, despite the reduced level of funding. At the most detailed level
in which they are reported for administrative purposes, 166 separate food items
were distributed in SY 1996/97." It is estimated that no more than half this
number of food items were distributed in 1984/85. There are several reasons for
the increased number of donated food items. In recent years, the USDA has
made a concerted effort to improve the variety, quality, and nutritional content
of its donated commodities. In May 1994, the Department established a
Commodity Improvement Council and in October 1995 published a task force
report’ identifying a number of potential improvements in the commodity
donation program. These and other activities have led to several changes
including the addition of several reduced-fat foods and foods processed under the
State Option Contract (SOC) Program, in addition to the availability of fresh
produce items in certain states through procurement by the Department of
Defense.

1/ This number underestimates the actual number of separate food items since it combines all fresh produce purchases
by the Department of Defense into a single line item. It is estimated that the DOD has purchased over 60 different
fresh fruit and vegetable products for participating school districts.

2/ US Department of Agriculture, Improving USDA Commodities, 1995 Tri-Agency Commodity Specification
Review Report, October 1995.
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Table IV-3: Comparison of Donated Commodities Delivered
to Child Nutrition Programs, SY 1984/85 and SY 1996/97

SY 1984/85 SY 1996/97
Ibs. Ibs.
Ibs. (1,000¥ ibs. {1,000)/
Commodity (1,000) meals (mil.) (1,000) meals (mil.}
Grain and grain products
Flour (including bulgar and rolled wheat) 181,735 46.7 78,464 17.8
Pasta — spaghetti 7,518 1.9 4,647 1.1
macaroni 7,006 1.8 3,163 0.7
other pasta - 2,756 0.6
Rice 22,035 57 15,753 3.6
Rolled oats 5,431 1.4 1,487 0.3
Cornmeal/grits 6,633 17 2,367 0.5
Legumes
Soybean oil 40,026 10.3 35,297 8.0
Soybean oil shortening 20,581 53 7,249 1.6
Salad dressing - 76 0.0
Peanut butter 11,401 29 10,501 2.4
Peanuts/peanut granules 3,534 0.9 873 0.2
Dry edible beans 4,058 1.0 1,529 03
Canned dry beans 12,490 3.2 9,525 22
Vegetarian beans 25,642 6.6 10,124 2.3
Nuts
Almonds 2,250 0.6 -
Walnuts 1,486 0.4 -
Honey 6,483 1.7 -
Fruit
Fresh — pears 5,414 14 3,973 0.9
apples 7,632 20 11,073 25
grapefruit - 905 0.2
oranges - 4,565 1.0
Canned - applesauce 46,065 11.8 23,362 53
peaches 25,520 6.6 16,417 37
mixed fruit - 9,336 21
pears 30,376 7.8 22,311 5.1
cherries - 3,156 0.7
purple plums - 18 0.0
pineapple 1 0.0 13,635 3.1
apple slices - 10,808 25
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Table IV-3: Comparison of Donated Commodities Delivered
to Child Nutrition Programs, SY 1984/85 and SY 1996/97 (continued)

SY 1984/85 SY 1996/97
Ibs. ibs.
Ibs. (1,000)/ Ibs. (1,000)/
Commodity (1,000) meals (mil.) (1,000) meals (mil.)
Frozen — peaches - 8,196 19
tart cherries 12,914 33 8,671 20
apple slices - 2,227 0.5
strawberries - 8,905 20
blueberries 5,036 1.3 -
Dried - figs (nuggets/paste/whole) 330 0.1 198 0.0
dry pitted prunes 2,371 0.6 984 0.2
prune puree - 1,868 0.4
raisins 8,399 2.2 -
date pieces - 702 0.2
Orange juice (canned & froz. conc.) - 5,465 1.2
Vegetables
Fresh — misc. produce (DOD} - 18,577 4.2
potatoes - 4,555 1.0
Canned - green beans 22,290 57 -
green peas - 2,747 0.6
tomato paste 35,891 9.2 5173 1.2
canned tomatoes 24 652 6.3 8,368 19
tomato sauce - 4,778 1.1
carrots - 3,167 0.7
spaghetti sauce - 6,984 1.6
salsa - 7,306 1.7
corn 23,988 6.2 8,432 1.9
sweet potatoes 10,608 27 5,026 11
Frozen — french fried potatoes - 13,890 3.2
potato rounds 11,787 3.0 23,480 53
potato wedges - 18,518 4.2
sweet potatoes - 590 0.1
com 3,894 1.0 10,480 24
carrots - 3.457 08
green beans 1,038 0.3 -
mixed vegetables 18,106 47
greenpeas | - o da0e 0.7
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Table IV-3: Comparison of Donated Commodities Delivered
to Child Nutrition Programs, SY 1984/85 and SY 1996/97 (continued)

SY 1984/85 SY 1996/97
Ibs. Ibs.
Ibs. (1,000)/ Ibs. (1,000)/
Commodity (1,000) meals (mil.) (1,000) meals (mil.)
Meat and Pouitry
Frozen ground beef 155,488 40.0 153,798 349
Miscellaneous beef products 4,428 1.1 6,069 1.4
Frozen pork - 16,988 39
Canned pork 7,449 1.9 -
Pork sausage - 3,365 0.8
Frozen ham - 15,345 3.5
Chicken — frozen cut-up 71,378 18.3 30,153 6.8
frozen whole - 38,908 8.8
bulk chilled 4,932 1.3 -
other forms 15,357 39 13,420 3.0
Eggs - whole frozen - 8.455 1.9
dry mix 707 0.2 1,278 0.3
Turkey — frozen whole 12,127 31 9,308 21
frozen ground - 35,588 8.1
frozen roasts 11,066 28 14,535 3.3
chilled bulk 1,656 0.4 -
other forms - 10,905 25
Seafood
Canned tuna 5,145 1.3 -
Canned salmon 2,249 0.6 -
Frozen salmon - 2,743 0.6
Dairy Products
Cheese - cheddar 29,321 7.5 11,861 27
processed 75,829 19.5 35,972 8.2
mozzarelia 30,384 7.8 23,903 54
Nonfat dry milk 24,499 6.3 4141 0.9
Butter/butter oil 75,912 19.5 -
Total 1,182,548 304.0 926,064 2101

Note: Dash indicates that the commodity was not available that year.

Sources: School Food Purchase Study: Agricultural Commodity Markets and School Food Acquisitions,
1984-85, February 1986 and FDD, FNS records for SY 1994/95 and SY 1996/97.
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Fruits and vegetables (including potatoes) accounted for a larger share of total
volume in the latter period (in combination, 32.9 percent versus 23.3 percent).
This is due in very substantial measure to the DOD procurement program.

The share of total volume accounted for by dairy products fell from 20.7 percent
to 8.2 percent as no butter was reported to be donated in SY 1996/97 and the
quantity of cheese was sharply lower as well. This is due to a combination of the
exhaustion of government-held dairy stocks and the relatively high prices of
dairy products in late 1996.
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3. Implementation of the School Meals Initiative

In late 1993, the USDA launched the School Meals Initiative for Healthy Children, a major
reform of the school lunch program. The principal objective of the reform, an activity that is still
underway, is to improve the nutritional content of school meals. Past results of USDA research
have indicated that school meals, on balance, were not meeting key elements of the Dietary
Giuidelines, a set of dietary standards developed by the USDA and the Department of Health and
Human Services. The Healthy Meals for Healthy Americans Act of 1994 (P. L. 103-448)
mandated that each school’s meals comply with the Dietary Guidelines by SY 1996/97, though
states were granted authority to waive a school’s compliance until SY 1997/98. The Healthy
Meals for Healthy Children Act of 1996 (P. L. 104-149) granted schools additional flexibility in
menu planning by authorizing them to use the SY 1994/95 meal pattern or “any reasonable
approach” to meeting the requirements of the Dietary Guidelines.

The latter measure was enacted just over one month prior to the start of data collection for this
study. Thus, while changes in program requirements, including the adoption of new menu
planning techniques, had been under consideration for over two years, final regulations in support

of the 1996 Act were still under development at the time this study got underway.

The impact of SMI on the results of this study can only be surmised in general terms. Many
schools were already taking steps to improve the nutritional content of their meals at the time the
SMI was begun. Thus, changes were already underway in some school districts. As indicated
in Chapter III, by SY 1996/97, 19.6 percent of all SFAs had adopted one of the new, computer
assisted menu planning systems (NuMenus or Assisted NuMenus). Thus, a significant number
of SFAs were at least looking for ways to reduce the levels of fat, saturated fat, and sodium and
to increase the level of carbohydrates. SFAs taking part in the Nutrient Standard Menu Planning
Demonstration reported increased use of fresh fruits and vegetables, increased use of lower-fat
products, and the addition of and/or increased portion sizes of foods high in carbohydrates.'
Thus, at the time of this study many school districts were in a state of transition as they gave
increased emphasis to the nutritional content of their meals.

1 USDA, FCS, Evaluation of the Nutrient Standard Menu Planning Demonstration: Findings from the Formative
FEvaluation, September 1996.
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4. Other Policy Changes Since 1984/85

In addition to the policy changes described above, there have been two other significant changes
affecting the commodity distribution component of the NSLP. One is the series of changes that
has taken place in the Milk Price Support Program, beginning in 1981 and extending through the
1996 Farm Bill.

By gradually reducing the level of support from $13.10/cwt in 1981 to $10.05/cwt in 1998, as
well as making other changes in the size and distribution of program benefits, the incentive for
over-producing milk has been substantially lowered. Asaresult, takeovers of manufactured dairy
products by the USDA’s Commodity Credit Corporation have all but disappeared, except for
nonfat dry milk during periods of very low price. Furthermore, under terms of the 1996 Farm
Bill, the milk price support program will be terminated at the end of calendar year 1999, ending
government takeovers of manufactured dairy products altogether. Since government-acquired
stocks of manufactured dairy products (primarily butter and cheese) have made up a significant
share of commodity donations over the past 15 years, this change in policy has had and will
continue to have a major effect on the composition of commodity donations. This is evident from
the comparison of donations in SY 1984/85 and SY 1996/97 shown in Table IV-3. This change
in dairy policy is also largely responsible for the sharp drop in the value of bonus commaodities
over the last 10 years.

Another policy change mandated by Congress is a requirement under the Healthy Meals for
Healthy Americans Act of 1994 that at least 12 percent of total school lunch entitlement support
(cash and entitlement commodities) be provided in the form of entitlement commodities each
year. In FY 1985, entitlement commodities accounted for 13.3 percent of total USDA school
food entitlement support. However, as cash reimbursements have risen in response to the growth
in participation by children approved for free meals, the entitlement commodity share has fallen.
In SY 1996/97, it had fallen to about 12 percent of total entitlement. As long as the proportion
of free meals remains at or above the 1996 level, USDA reports that it will be necessary in most
years' to increase the per meal commodity support more rapidly than the inflation adjustment
would otherwise require.

Thus, while the move toward a more market-oriented dairy policy has resulted in a reduced level
of overall donations and a reduced share for dairy products, the 12 percent minimum requirement
has had the effect of establishing a floor under the total value of donated products distributed
through school meals.

1/ Whether the 12 percent threshold is met also depends on the rounding rules used to establish entitlement commodity
reimbursement rates.
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